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Government Debt, Property Right and the Financing Constraints

Yu Xiao
(School of Economics and Management Tsinghua University, 100084, China)

Abstract: This paper investigates the impact of local government debt, which keeps high-speed
expansion, on enterprise credit conditions. We take 2007-2010 A-share listed companies in our country
as a sample, focusing on the relevance of local government debt and financing constraints that Chinese
listed companies face. Empirical results found that in provinces where the government borrowing more,
financing constraints for companies are larger; And for Private Enterprises, they are generally higher than
State-Owned Enterprises; The greater the government debt, the greater the gap of Private Enterprises
and State-Owned Enterprises on financing constraints. These results support the hypothesis of negative
function that huge government debts bring. Local government borrowing behavior, in fact, increased
financing costs and financing difficulty of local enterprises, and force enterprises to hold more cash
based on the financing constraints. Finally, from the robustness check of fiscal deficits, the research
further reflects that the reckless debt financing of local government is the source of the enterprise

financing difficulties.
Key words: government debt; property right; financing constraints
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